Abstract: This paper aims to examine the relationship between the quality of an institutional environment and the characteristics of entrepreneurial activities within the context of China. An event study was conducted to investigate the impacts of the announcement of the Forbes China Rich List on prices of the shares associated with entrepreneurs on the list. This paper concludes that the quality of an institutional environment is greatly negatively related to unproductive entrepreneurial activities.
Introduction
Although China is the second largest economy in the world, owing to the regulatory concerns, it ranks 84 out of 189 countries with regards to institutional environment in the 2015 East of Doing Business Index published by the World Bank. Besides substandard institutional arrangements, private entrepreneurs in China face serious market access barriers due to excess state intervention (Yang, 1998) . Thus, cooperation with local governments, or local cadres, is one of the main solutions to improve market access (Xin and Pearce, 1996; Bai et. al., 2014) . As a result, productive entrepreneurial activities (e.g., innovations in technology, management, products, and market development) cannot be clearly distinguished from their unproductive counterparts (e.g., organized crime or rent-seeking behaviors), and that they may be carried out concurrently by a given company. The crime rate of listees of the Forbes China Rich List from 1999 to 2002 was 15 convictions (Table 1) out of 213 listees, over 19 times higher than that of nation-wide.
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Could formal institutions reduce unproductive entrepreneurial activities? North (1990) found that institutional environments influence individual behavior. Baumol (1990) argued that policies and norms could affect choices between productive and unproductive activities. When an institutional environment improves, entrepreneurs choose productive activities over unproductive ones because the latter incur higher economic and moral costs (Fadahunsi and Rosa, 2002) . In view of this, productive and unproductive activities are considered to be in competitive supply (Murphy, Shleifer, and Vishny, 1991; Lu, 1994) .
However, there is endogeneity between institutional environments and entrepreneurial behavior. Institutional environments affect an entrepreneur's decisions, 3 The overall crime rate increased from 90.54 cases per 100,000 people in 1981, to 370.36 cases per 100,000 people in 2008. Data about the number of crime cases comes from LAW YEARBOOK OF CHINA, published by the Publishing House of Law, Beijing, from 1982 to 2009. The number of population comes from CHINA COMPENDIUM OF STATISTICS 1949 -2009 but this relationship may be subjected to reverse causality. For example, informal institutions (e.g., family clans) are able to influence local governance (Xu and Yao, 2015) . It has therefore been historically difficult to empirically identify the causal relationship between institutional environments and the choice and then between the two types of entrepreneurial activities.
This paper examines the relationship between institutional factors and entrepreneurial decisions regarding the tendency towards engagement in the productive activities in the context of China. In this study, socio-cultural environment refers to the social desirability of and cultural belief towards entrepreneurship. There is a change of socio-cultural environment towards honorees after the launch of Forbes China Rich List in 1999. Some tycoons on the list are suspected to seek wealth through improper attempts. Furthermore, companies directly and indirectly affiliated with the honorees who are under investigation have also faced stricter scrutiny on operations and changes in senior personnel. However, the effect of the Rich List on the aforementioned entities varies in association with the institutional environment.
According to the semi-strong efficient market hypothesis, stock prices reflect all public information. Investment decisions are sensitive to public information and expectation of public information. This paper contributes to existing literature in several ways. Firstly, our findings support the theory that institutional environments influence an individual's engagement in entrepreneurial activities (Shane, 2003; Kreft and Sobel, 2005; Hall and Sobel, 2008) , as well as the individual's choice between productive and unproductive types of activities (Sobel, 2008; Minniti, 2008; Ashby, 2015) . To avoid endogeneity, for each related stock, we measure the institutional environment from 1985 up till one year prior to its controller's entrance to the Rich List. This measurement ensures the accuracy of the assessment of institutional environments as entrepreneurs could not predict, nor prepare for, the consequences of the Forbes listing.
Secondly, this paper extends the study of the relationship from the dimensions of legislation (Aldrich and Fiol, 1994) and economic policy (Parente and Prescott, 1999; Holmes and Schmitz, 2001) , to include the social-cultural dimension, as it takes into account changes in public opinion towards tycoons on the list.
Finally, this study enriches the literature by focusing on China. Previously, little research has been conducted on the nuances of entrepreneurial behavior in China in relation to institutional factors. Sobel (2008) used political entrepreneurship as a measure of unproductive entrepreneurial activities in the United States. Bjørnskov and Foss (2010) , Bowen and Clercq (2008) , and Amorós (2009) applied the economic freedom index as a proxy measure of institutional environments. This is the first paper to investigate the above-mentioned relationship in China using a provincial level measurement of institutional factors. Raw data generated by Xiao (2006) The rest of the paper is organized as follows. Section 2 provides background information of our study. The empirical methodology is presented in Section 3, and the data description is presented in Section 4. Section 5 reports the estimation results and robust discussion results, and finally, Section 6 concludes the paper.
Background 2.1 The Forbes Rich List in Mainland China
In China, following the socialist transformation of private corporations, the USD 700. Moreover, the ranking focused on individuals who actively work to increase their fortune, rather than "princelings", whose fortunes are mostly inherited.
In 2000, the survey methodology was refined. The survey compiled estimated the financial figures of enterprises that individual entrepreneurs preside over. The total estimated aggregated value of all assets of the top 50 richest on the list was USD 10 billion, with the average net worth USD 203.8 million. In the following year, 50 more newcomers joined the rank. Apart from that, Forbes extend the interpretation of the definition of "Chinese", to include anyone who was born and raised in Greater China, 6 and had conducted business in Mainland China. In 2002, there was no further adjustment in the forging of the list.
Institutional Environment in Mainland China after 1978
Reductions in government intervention in microeconomic activities and greater macroeconomic management and regulation facilitate the reforms regarding institutional environment in China (The World Bank, 1995) . However, the macroeconomic and microeconomic policies have not made to work in a mutually reinforcing way. The non-synchronization between legislation and changes in microeconomic activity has shrouded entrepreneurial activities in a veil of great uncertainty.
Prior to the constitutional revisions in March 1999, non-state sectors were largely ignored in formulation of economy policies. Compared to state-owned enterprises (SOEs), private enterprises in China are more difficult to obtain political and financial supports from state government (Tsang, 1994; Chow and Fung, 1996) .
Such situation implies that private companies need to pay strong attention to the establishment of good relationships with local governments for smooth operation (Xin and Pearce, 1996; Peng and Luo, 2000; Park and Luo, 2001; Luo, 2003; Wu and Leung, 2005) . Under such institutional environment, rent-seeking behavior was necessary in order to acquire critical resources and access entrepreneurial opportunities. Unproductive wealth accumulating activities thus became common for these future billionaires.
Methodology
The Seemingly Unrelated Regression model below was applied to address the crosssectional dependence in residuals (Christie, 1990; Firth et. al., 2014) , i.e., eliminating the impact of unobservable variables that make these companies to be influenced by the same event.
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( 1) where:
 R it is the daily stock return of a stock i in the event period;
 r mt is the market index return in the event period;  μ it is a dummy variable that equals one if the trading day is in the event window, and zero if in the estimation window;
 Є it is the residual;
 α it , β it and γ it are the parameters; t refers to the number of trading days in the event period, and γ it s is expected to be zero if the announcement of the list has no effect.
The following hypotheses were tested.
Hypothesis 1:
The parameters of the event dummy variable across the sample are not equal to zero.
Hypotheses 2 and 3 were proposed to identify whether the socio-cultural environment causes the event effect for the listed company's controller(s).
Hypothesis 2: For companies whose controllers entered the list for the first time, the estimated parameters of the event dummy variable across companies do not equal zero in all equations.
Hypothesis 2 is the sub-hypothesis of Hypothesis 1. That is, Hypothesis 1 holds if we do not have sufficient evidence to reject Hypothesis 2.
Hypothesis 3: For companies whose controllers were dropped out of the list, the estimated parameters of the event dummy variable across the stocks do not equal zero in all equations in the year of dropping out of the list.
Hypothesis 3 assumes that the effect of being falling out of the list is positive, ceteris paribus, if being on the list is negative.
After identifying the existence of the event effect, we define the cumulative abnormal return (CAR) following the model proposed by Dombrow et al. (2000) .
Firstly, the abnormal return (AR) on each trading day in the event window is recorded.
The observations are then aggregated across the event period to draw overall inferences for the event of interest. For stock i, we define the CAR i as:
( 2) where  is the predicted daily stock return in the event window, and  t 1 is the total trading days in the event window.
 CAR i of observations represents the influence of the event, which is different across companies due to their own individual characteristics.
Referring to the model developed by Fama and French (1992) , we use a pooled cross-sectional OLS to examine the association between the magnitude of the CAR and the characteristics specific to event observations. The following model was estimated:  ε i is the error term.
Following the belief that provinces with better institutional environments offer entrepreneurs incentives to choose productive activities over unproductive activities, while more competitive government can carry out scrutiny more efficiently and influence the expectation about the firm, the following hypotheses were also tested:
Hypothesis 4: The government competitiveness index has a positive relationship with the CAR.
The competitiveness index of government administration for each province, obtained from the China Regional Competitiveness Development Report (Xiao, 2006) , Interaction terms measure effects of government competitiveness on CAR when socio-cultural environment changed. After 1999, the public has noticed that successful convictions usually followed investigations on illegal activities with regard to the companies presided by the honorees. And, investigation started by a more competitive government is more efficient. Therefore, investigation may deteriorate investors' confidence no matter whether the honorees are convicted later on or not, especially in provinces with better institutional environment.
Data
The In Table 2 -1, a summary of the variables used in CAR analysis is presented.
Insert Table 2-1 Here
The cross-sectional analysis includes explanatory variables for firm The average GDP growth rates from 1989 to one year prior to honorees being in the Forbes list, 9 (the subject is missing) was used to measure the economic performance of the province in which a company's general headquarters are located.
This aims to measure economic trends consistently. The average GDP growth rate is 12.16 percent, while the minimum and the maximum are 7.85 percent and 16.58 percent respectively.
In China, the political climate of a province may influence entrepreneurial choices between productive and unproductive activities. For example, before 2001, the China Securities Regulatory Commission (CSRC) enforced quota system on the total number of listed companies and granted the quota to each province annually according to its economic situation. As a result, mainland enterprises with an intention to get listed in China stress great importance on establishment of good relationship with local governments. Hence, the mean competitiveness index of provincial government administrations from 1989 to one year before honoree appearing in the Rich List was used to represent the long-run political climate faced by companies. The mean is 63.88 and the standard deviation is 18.84. Table 2 -2 presents data of the locations and density of general headquarters across 17 provinces. 8 We also find that, as Stock 600256 was the only publicly listed company in the non-metal mineral product industry, its industry share was 100 percent in our sample. 9 CHINA COMPENDIUM OF STATISTICS 1949 -2004 , Beijing, China: National Bureau of Statistics of China.
Insert Table 2-2 Here

Estimation Results and Discussion
Result
The results of the tests for hypotheses one to three are summarized in Table 3 .
Hypothesis 1 was not rejected, while Hypotheses 2 and 3 were rejected.
Insert Table 3 Here F-test and -test for hypothesis 1 show that the probability that the parameters of the event dummy variable all equate to zero is 0.0005. This reveals that the event of list publication does reveal more information to the stock market by To further discuss the annual differences, the daily cumulative average abnormal return (CAAR) of each year was calculated to further illustrate changes in public opinion towards listees over the four-year period. 
Insert Figure 1 Here
In each regression model, the following company-specific characteristics were also controlled for. The estimated coefficient of the ROA is positive but does not play a significant role in the CAR of each company after the addition of dummy year variable. Similar results can be found in the parameter estimation of the average industry share in the previous three years. It is found that company history has a positive and significant influence at one percent level on the CAR. A billionaire's education level does not have a significant relationship with the CAR. The dummy variable indicates that the share owned by SOE has a negative impact on the stock return of a company. From Table 4 , if SOE has shares of a listed company presided by the honorees, the CAR of the company drops by 12.09 percent in the event window, as exhibited in regression (5). This result is consistent with that of Tian (2001), who found that when shares of a company owned by government increased, corporate performance of the company declined until government took over it.
Another corporate governance variable, the percentage of stock shares held by Forbes listees, shows both an individual's management ability and the relative risk of being on the list. The results show that after controlling the influence of institutional environment, the parameter's estimation is negative and significant at the 5 percent significance level as shown in column (5) of Table 4 . The variable reflects the risk expected by investors, given that the higher proportion of company shares a billionaire owns, the higher the risk an investor faces if the billionaire is found guilty of a criminal offense.
Discussion
After carrying out two types of examination, our result remains to be robust.
In one examination, four more possible factors that can influence the effect of institutional environment are investigated. Liu et. al. (2013) finds that political capital can facilitate the firms to go publicly listed in China, and political capital can create value for publicly listed companies (Faccio et. al., 2006) . If the observation has such relationship, the company is expected to be protected in the event. The next factor is the total loan to GDP ratio. 10 It is used to measure the financial development of the province from 1985 to one year before honorees appearing in the Rich List. The mean is 94.29 percent. In the province where firms have more access to fund, they are expected to conduct less unproductive activities. The third factor is the number of times that honoree appears in Forbes Rich List. On average, honorees make the cut 2.51 times. More times an honoree appears in the Rich List, the better reputation s/he has. The last one is whether honoree enhanced education attainment or not in the sample period. Forbes Lists from 1999 to 2002 reveal that 8 observations in our sample improve their education attainment. It is expected that better education attainment can help honorees' business operation.
In table 5, the estimated coefficients of government competitiveness index remains significant level of one percent and changes only a few percent. To facilitate presentation, regression (1) in table 5 is exactly regression (5) in table 4. All four factors have no significant influence on CAR, and adjusted R-square decreases when these four factors are included in regression. All four methods cannot protect the listed firms in the event.
In table 6, the calculation of government competitiveness extend to the year that honorees appear in the Rich List. In regression (1) However, the influence of institutional environment in political dimension is robust and significant across various calculation methods.
Conclusion
In this paper, we investigate the relationship between the institutional environment and the tendency of engaging in unproductive entrepreneurial activities in China. The launch of the Forbes China Rich List had generated an exogenous shock to stock For the future research, the role of performance consistency in entrepreneurial decision-making could be examined (Gompers et al., 2010) , investigating whether a successful entrepreneur's greater possibility to succeed in new ventures would influence his business choices. Finally, a behavioral economic experiment, similar to that of Weitzel et al. (2010) , could be conducted to investigate the behavioral characteristics of listees and their selections between productive and unproductive entrepreneurial activities. Absolute values of t-statistics under estimated coefficients; * significant at 10%; ** significant at 5%; *** significant at 1%. Absolute values of t-statistics under estimated coefficients; * significant at 10%; ** significant at 5%; *** significant at 1%. 
